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Overview
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Commodity markets feature a range

A Price risk

A Production risk

A Transportation risk

A Counterparty risk

A Currency risk

A Weath@ndlimateelatedisks



Commodity price risk
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Commodity prices are volatile (1/

UNCTAD Commodity Price Indices (2015=100)
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Commodity prices are volatile (2/

UNCTAD Commodity Price Indices (2015=100)
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Commodity prices are volatile (2/
UNCTAD Commodity Price Indices (2015=100)
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Commodity prices are volatile (3/

UNCTAD Commodity Price Indices (2015=100)
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Commodity prices are volatile (4/

Monthly percentage changes of UNCTAD Commodity Price Index (all
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Commodity prices are volatile (5/

A 59% of the monthly changes from February 2000 t
2019 were positive; 41% were negative

A 56% of the shocks with an absolute value above 5¢
positive; 44% were negative

AThe average size of negative €h8¥kstiieaaverage si
of positive shocks was 3.9%

A Large positive shocks followed by large negative sl
problematic environment



Commodity prices are volatile (6/

Coefficient of variation of UNCTAD commodity(jarice 0ddices 2019)
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Why are volatile commodity prices a

A Price volatility creates uncertainty for governnm
commodity producers, traders and exporters

A Threat to the sustainability and continuity of pt
developmarigrammes

A Risk for the achievement of SDGsiegentand
developing countries



Burden of vol at 1 |

Market concentration along the Global Coffee Vvalue

25 million coffee
producers & workers

500 million coffee
consumers daily

Source: UNCTAD secretariat
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Addressing price risk
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International commodity agreeme

A ICAs for sugar, coffee, cocoa and natural rubk
A Objective: Stabilize prices by quotas & buffer :

A Dismantled or ceased to intervene in market ii
1990s

A Also agricultural marketing boards abolished c



Financial instruments to hedge commodity pric

A Futuresstandardized, exdhadgdontracts to buy or sell a
commodity at a specified future date

A Forward contract®rstandardized, generdilyd®d Ggreemer
of a future sale of a commodity

A OptionRight but not an obligation $elbaycommodity at a |
specified price

A Swapsexchangeasgh flows based on the price of a comm



Financial instruments to hedge commodity pric

A Use financial instruments to hedge commodity price risk not w
CDDCs

A A few examples for commodity exporters
I Mexico oil hedge
I Petrobras oil hedge
I Codelcopper hedge

A Also some commodity importers used financial instruments to
I Ghana, Jamaica, Morocco, Uruguay oil hedge
I Malawi maize hedge



Example: Mexican oll hedge progre

A Mexico has used derivatives (options) to hedge price of oil ex
seen as world's largest sovereign derivates trade

A Options exercised 3 times: 2009 (payout: $5 billion), 2015 ($¢
($2.7 billion)

A For 2019, Mexico placed $1.23 billion in put options to lock in
$55 per barrel

A Benefits: less volatility in oil revenue and lower sovereign risk
borrowing costs)



Commodity exchanges In developing

A Regulated market places where commodities
are traded

A Enhance market acalss/ide physical infrastrus

A Price discovery, risk management and facilita



Commodity SWFs and precautional

A Accumulate savings during periods of high prices to
resilience during times of low prices

A Stabilization
I shield budget from shocks and volatility of commodity revenue
I support countercyclical fiscal policy rules

A Saving
I risk management through diversification of assets
I accumulation of assets improves net debt position, which reduces fin:



Commodinhked bonds

A Link debt obligations to repayment ability

A Coupon rates, principal repayments or payment schedules
commodity prices

A Debt payments vary with the price level of export commodi
A Examples: Md&xateobon8snatraohlinked loan

A Challenges: no existing liquid market, high risk/novelty prer
concerns



Weather and climate risk




Weather Is a key source of risk for f

A Particularly smallholder farmers are vulneraieliatedwe
shocks

A Such risks often uninsured, leading to inefficient copi
I Sell productive assets such as livestock or land
I Reduce spending on education or health
I Decrease food consumption



Insuring weather and cliglated risk
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